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In late April, Paraguayan judicial authorities exposed a huge corruption scandal in the country's
Central Bank (Banco Central de Paraguay, BCP) that may have involved the entire BCP directorate,
plus some members of President Juan Carlos Wasmosy's cabinet. The scandal in which at least US
$5 million was embezzled from the BCP through illicit financial transactions has already forced the
BCP president, four members of the bank's governing board, and the country's interior minister
to resign from their posts, and more heads may roll. Meanwhile, the scandal has sent tremors
throughout the entire national banking system, forcing the Wasmosy administration to intervene in
two banks to keep those institutions from collapsing. In late April, a judicial investigation initiated
by the legislative Anti-Corruption Commission (Comision de Ilicitos del Congreso) uncovered the
"disappearance" of some US$5 million from the BCP treasury.
According to preliminary results of the investigation which included technical support by specialists
from the International Monetary Fund (IMF) about US$250 million in Central Bank funds had been
illegally used for an array of shady financial transactions on the black market. These transactions
allowed those responsible to earn up to US$5 million in interest and other profits, which they then
embezzled from the institution. At the start of the investigation, only two lower ranking members
of the bank the BCP treasurer and the vault caretaker were implicated in the scandal, and both men
were arrested and charges were filed against them. But as the investigation broadened, judicial
authorities uncovered evidence linking the president of the BCP, Jacinto Estigarribia, and Interior
Minister Carlos Podesta to the scandal.
On May 8, authorities searched the house of Atilio Buzo, a local financial entrepreneur who had
business dealings with the ex-BCP treasurer who was arrested at the start of the investigation. In
Buzo's house, investigators found dozens of documents demonstrating that Buzo had acted as a
broker in many of the illicit BCP financial transactions. Some of the documents implicated Interior
Minister Podesta in the transactions, forcing Podesta to resign from his post on May 11 to face
charges. Then, on May 25, authorities carried out a surprise search of the local financial institute
Integral, which officials had suspected of handling some of the illicit BCP transactions.
During the search, authorities not only found evidence of illegal dealings by the institute on the
black market, but also documents that listed all of Integral's shareholders, among them BCP
president Estigarribia. It is illegal for the BCP head to be an active shareholder in any financial
institution that falls under the Central Bank's supervision. Consequently, Estigarribia was forced
to resign from his post on May 26. In addition, the remaining four members of the BCP's fivemember Board of Directors were also asked to step down, allowing President Wasmosy to carry out
a thorough overhaul of the BCP directorate.
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The accusations against BCP officials and the interior minister, however, may turn out to be only
the tip of the iceberg in the scandal, which in the end may implicate more members of the Wasmosy
administration, plus officials from past governments. For example, Crispiano Sandoval a former
finance minister and ex-head of the BCP was also listed in the documents found in Integral's offices
as a shareholder in that institution, and he may also face charges. In addition, in early June President
Wasmosy's brother- in-law, Ricardo Carrasco, was implicated in illegal financial transactions that
involved Central Bank funds, along with ten other directing members of two Paraguayan banks:
Banco General and Banco Comercial Paraguayo (Bancopar). Apparently, both of those banks
handled some of the BCP transactions, and further investigations may uncover more black market
wheeling and dealing by those institutions independent of the BCP scandal.
Moreover, the entire affair may yet broaden into a political scandal that involves high-level
members of the governing Partido Colorado, possibly even including President Wasmosy.
According to opposition politicians who are involved in the investigation through their participation
on the legislative Anti-Corruption Commission, some documents uncovered during the judicial
inquiry may reveal that BCP funds were used to finance Wasmosy's 1993 election campaign. "Many
people seem to want to initiate a political campaign against me," said Wasmosy. "But it is the people
who will judge me, given that my administration is taking all the steps necessary to allow justice
to prevail. Those responsible will be punished, no matter who they are and no matter what the
consequences."
Meanwhile, the corruption scandal has had a major impact on the country's financial system. In late
May, the government was forced to take over Bancopar and Banco General to avoid their financial
collapse. The accusations against the directors of those institutions caused a run on the banks by
panicked customers who immediately tried to withdraw their savings. The government was forced
to loan the two banks US$100 million to cover the withdrawals. Officials have tried to calm public
fears that the national banking system could collapse to avoid a similar run on other institutions
around the country. "We intervened in these two banks to shore up the entire system," said Dionisio
Coronel, who was named as the interim head of the BCP after Jacinto Estigarribia resigned. "We
are attempting to determine which banks are experiencing solvency problems to isolate those
institutions from other banks and thereby avoid negative repercussions on the rest of the financial
system."
Added President Wasmosy: "The public should remain calm, because the government will step
in to guarantee the rights of customers in any banks in which we detect solvency problems." Still,
the scandal is likely to force the government to overhaul the entire banking regulatory system,
since extreme leniency in Paraguay's banking laws has led to a sharp increase in the number of
financial institutions operating in the country, generating international concern that many of the
new institutes are simply fronts for drug-related money laundering and other illicit businesses (see
NotiSur, 01/12/95 and 04/13/95). [Sources: Deutsche Press Agentur, 05/25/95; Inter Press Service,
05/02/95, 05/26/95; Agence France-Presse, 05/07/95, 05/08/95, 05/11/95, 05/23/95, 05/29/95, 06/03/95,
06/05/95, 06/06/95]
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